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April 8, 2002

Via Hand-Delivery

K. David Waddell

Executive Secretary

Tennessee Regulatory Authority
460 James Robertson Parkway

Nashville, Tennessee 37219 | 602 - D O 3 83

Re: Petition of Chattanooga Gas Company for Approval of Tariff
Modifying PGA Rider

Dear Mr. Waddell:

Enclosed for filing please find the original and thirteen (13) copies of the
above referenced petition filed on behalf of Chattanooga Gas Company and a check for
$25 for the filing fee. The pre-filed testimony of one of the witnesses, Beverly Wright,
has three (3) video tapes of focus groups with Chattanooga Gas customers as an exhibit
to the testimony. We have only enclosed one set of the video tapes.

Please contact me if you have any questions.

Sincerely,

% S , %ﬁ) /QLW
D. Billye Sanders
Attorney for Chattanooga Gas Company

DBS:Imb

Enclosures

cc: Hal Novak
Mer. Archie Hickerson, Manager — Rates
Earl Burton
Consumer Advocate & Protection Division
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BEFORE THE TENNESSEE REGULATORY AUTHORITY
NASHVILLE, TENNESSEE

IN RE:

PETITION OF CHATTANOOGA GAS )
COMPANY FOR APPROVAL OF )
CHANGE IN PURCHASED GAS ) DOCKET NO. 02-
ADJUSTMENT )

PETITION FOR APPROVAL OF CHANGE IN

PURCHASED GAS ADJUSTMENT

Pursuant to TRA Rule 1220-4-1-.06 énd Rule 1220-1-1-.05,
Chattanooga Gas Company, a Tennessee corporation, (“Chattanooga Gas” or
“Petitioner”) respectfully requests that the Tennessee Regulatory Authority (“TRA”
or “Authority) approve Petitioner’s tariff which changes the existing PGA
(Purchased Gas Adjustment) rider by establishing an Experimental Fixed Rate

PGA Rider (“FRT”). The proposed FRT is attached hereto as Exhibit A.

In support of this Petition, Chattanooga Gas submits the following
information:

1. Full name and address of the principal place of business of the

Petitioner are:

Chattanooga Gas Company
6125 Preservation Drive
Chattanooga, Tennessee 37416

745476.4



2. All correspondence and communications with respect to this
Petition should be sent to the following:

Earl Burton, Manager
Marketing/Rates

Chattanooga Gas Company
6125 Preservation Drive
Chattanooga, Tennessee 37416
Telephone: (423) 490-4311
Facsimile: (423) 490-4333

Archie Hickerson, Manager-Rates
AGL Resources

Location 1686

P. O. Box 4569

Atlanta, GA 30302-4569
Telephone: (404) 584-3855
Facsimile: (404) 584-3489

William H. Novak

Vice President of Regulatory Compliance
Sequent Energy Management, L. P.
Location 7500

P. O. Box 4569

Atlanta, GA 30302-4569

Telephone: (404) 584-3399

Facsimile: (404) 584-3489

D. Billye Sanders

Waller Lansden Dortch & Davis

A Professional Limited Liability Company

511 Union Street, Suite 2100

Nashville, Tennessee 37219

Telephone: (615) 244-6380

Facsimile: (615) 244-6804

3. Chattanooga Gas is incorporated under the laws of the state of

Tennessee and is engaged in the business of transporting, distributing and selling

natural gas in Hamilton and Bradley Counties within the state of Tennessee and

surrounding environs. Chattanooga Gas is a public utility pursuant to the laws of

745476.4 2



the state of Tennessee and its public utility operations are subject to the jurisdiction
of this Authority. Chattanooga Gas is a wholly-owned subsidiary of AGL Resources,

Inc.

4. The purpose of the FRT is to provide customers of Chattanooga
Gas with certainty on an annual basis relative to their natural gas rates, regardless
of consumption or weather. Chattanooga Gas developed the FRT in response to the
financial hardships faced by residential and small commercial customers due to the
Volatiiity in natural gas wholesale prices during past winter heating seasons,
particularly the winter of 2000, and in response to the request of the TRA that gas
companies be actively engaged in developing methods to reduce the impact of gas
price volatility on natural gas customers. As an example of this volatility, last
heating season customers of Chattanooga Gas were faced with costs ranging from $
0.42 per hundred cubic feet (‘CCF”) to $ 1.00 per CCF. Based on current market
conditions, the fixed rate to be offered under the FRT would be approximately $0.62
per CCF. The net benefit to customers is that, should natural gas wholesale prices
again increase dramatically, the FRT would protect customers from these increased
costs by establishing in advance a fixed price for the next twelve months.
Chattanooga Gas believes the fixed rate that it proposes is fair and reasonable.
(See Pre-filed Testimony of Larry Buie, General Manager of Chattanooga Gas,

attached hereto as Exhibit B.)

If approved by the Authority, the experimental tariff will be in effect

for a three-year period beginning October 1, 2002, and will apply to Residential
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General Service (R-1), Multi-Family Housing Service (R-4), and Commercial and
Industrial General Service (C-1) rate schedules. The FRT will supersede
Chattanooga Gas’ regular Purchased Gas Adjustment Rider for these rate

schedules.

The detailed formula for computation of the fixed rate offered in the
FRT is contained in the tariff rider attached as Exhibit A and explained in the Pre-
Filed Testimony of William H. Novak, Vice President of Regulatory Compliance for
Sequent, attached hereto as Exhibit C. To establish this fixed cost, Chattanooga
Gas will enter into a fixed rate gas supply contract by October 1 of each year.
Chattanooga Gas will assume certain risks as a result of entering into a long term
contract. For example, if the gas supply acquired by Chattanooga Gas to meet
upcoming demand is inadequate, Chattanooga Gas will have to buy gas on the spot
market and bear the risk of any increased costs at the time of these spot market
purchases. Therefore, to compensate for such risks, the FRT includes a “risk

premium”, as discussed in the Pre-Filed Testimony of William Novak.

A new fixed rate will be computed under this formula by October 1 of
each year during the three year tariff period. By September 1 of each year, a pro
forma of the fixed rate shall be filed with the Authority indicating the market
conditions for wholesale gas prices at that time. Although the pro forma will not set
forth a guaranteed fixed rate, the Authority will have good indicationé of the

market conditions and the estimated rate thirty days before implementation of the
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new annual fixed rate and can use this information as a basis to determine whether

it will approve the tariff for the ensuing year.

A pro forma reflecting current market conditions is attached as Exhibit
WHN-2 to the Pre-Filed Testimony of William Novak. In this Petition, the
Petitioner requests approval of the tariff, which constitutes a formula and a
concept. If the Petition is approved, the Petitioner would file a new pro forma on
September 1, 2002 reflecting the then current market conditions which would serve
as the basis for the Authority to decide whether it should allow the FRT to go into
effect for the ensuing year. After reviewing the pro forma filed on September 1,
Petitioner requests that the TRA notify Chattanooga Gas by September 25, 2002 if
it is going to suspend the FRT for year 1. Under the Petitioner’s proposed tariff, a
new fixed rate would go into effect in years 2 and 3 uﬁless the Authority acts to halt
implementation of the fixed rate by September 25 of such subsequent years. If the
TRA suspends the FRT, Chattanooga Gas would revert to its regular Purchased

Gas Adjustment pricing mechanism.

5. Petitioner requests that the requirements of the Purchased Gas
Adjustment Rule (TRA Rule 1220-4-7) be waived for the affected rate schedules
because the fixed rate obviates the need for computing the adjusted rate as set forth
in the rule.! This waiver would also include waiver of the audit of prudence of gas

purchases under Section 1220-4-7-.05 the PGA rule. Any determination of prudence

! The TRA has authority to waive its own rules pursuant to TRA Rule 1220-1-1-.05.
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of gas costs should be based upon market rates and circumstances at the time

Chattanooga Gas enters into the long term gas supply contract.

6. With respect to any Actual Cost Adjustment balances accrued
prior to October 1, 2002 pursuant to the PGA Rule, Chattanooga Gas proposes to
file a proposal regarding how these balances should be recovered after the TRA

completes its audit of these balances.

7. As further support of this proposed tariff, enclosed as Exhibit D
is the pre-filed testimony Beverly Wright, an independent consultant regarding the
results of focus groups of randomly selected Chattanooga Gas customers regarding

their attitudes towards an annual fixed-rate tariff,

8. Both Chattanooga Gas and the Authority shall have the ability
to discontinue the FRT upon written notice to the other within thirty (30) days of
the October 1 anniversary date for renewal of the tariff.  The Authority has an
additional opportunity to prevent the fixed rate from going into effect by suspending
the tariff by September 25, i.e., 5 days prior to the date the long term contract will

be purchased.
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WHEREFORE, Petitioner prays:

1. That the Authority approve the tariff attached hereto which
establishes an Experimental Fixed Rate PGA Rider for Chattanooga Gas Company

effective October 1, 2002.

2. That Petitioners be granted such other and/or further relief as

may be warranted.

Respectfully submitted,

Chattanooga Gas Company

By: - %W

D. Billye Sanders, Esq.

Waller Lansden Dortch & Davis
A Professional Limited Liability
Company

Nashville City Center

511 Union Street, Suite 2100
Nashville, TN 37219-8966
(615) 244-6380

Attorney for Chattanooga Gas Company
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CERTIFICATE OF SERVICE

I hereby certify that on this $ day of April, 2002, a true and correct copy of

the foregoing Petition was served on the persons below by hand delivery or by
placing same in the U.S. mail, postage pre-paid:

745476.4

Consumer Advocate and Protection Division
Office of Attorney General

2nd Floor

425 5th Avenue North

Nashville, Tennessee 37243-0491

Mailing address:

P.O. Box 20207

Nashville, Tennessee 37202 06 [g 44: ) W

D. Billye Sanders
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Exhibit A

Exhibit B

Exhibit C

Exhibit D

LIST OF EXHIBITS

Experimental Fixed Rate PGA Rider

Pre-filed Testimony of Larry Buie

Exhibit LB-1: Chattanooga Gas Company monthly rates
from June 1996 to April 2002

Pre-filed Testimony of William H. Novak

Exhibit WHN-1: Experimental Fixed Rate PGA Rider
(same as Exhibit A)

Exhibit WHN-2: Pro Forma Fixed Rate PGA Calculation

Exhibit WHN-3: Computation of PGA and Allocation to
Rate Classes Based on Volumes

Pre-filed Testimony of Beverly Wright

Exhibit BW-1: Market Research Findings from Focus
Groups

Exhibit BW-2a: Video tape of 12 noon Focus Group —
Business Customers

Exhibit BW-2b: Video tape of 6 p.m. Focus Group —
Residential Customers

Exhibit BW-2¢:- Video tape of 8 p.m. Focus Group -
Residential Customers
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CHATTANOOGA GAS COMPANY Exhibit A
GAS TARIFF

TRANO. 1 ORIGINAL SHEET NO. 41

EXPERIMENTAL FIXED RATE PGA RIDER (Continued)

DETERMINATION OF FIXED RATE

The fixed rate PGA offered under this service shall be set in accordance with the following formula:

2Oy 0y )+ C1+ Y [(ST, 80, )x Sy |+ [D+C,1+ L

Lot St + PTR + RP
2.)
Ni=Ny,
Where
N = Month of Fixed PGA Rate.
(8] = Gas Daily NYMEX Future Rate at the Henry Hub.
C = Projected cost of financial collar between normal and actual volumes purchased.
Q = Projected gas wellhead purchases, excluding industrial usage.
SI = Projected cost of gas in storage inventory.
SQ = Projected volume of gas in storage inventory.
S = Projected gas deliveries from storage inventory, excluding industrial usage.
D = Projected annual pipeline demand charges, excluding industrial demand.
C, = Projected cost of financial collar between normal and actual volumes sold.
L = Projected annual cost of Lost and Unaccounted-for gas.
A\’ = Projected sales volumes, excluding industrial usage.
PTR = Projected pipeline transportation rate.
RP = Risk Premium,

WAIVER OF PRUDENCE AUDITS, ACA AUDITS, AND PGA REQUIREMENTS

Because the Authority has notice of the fixed gas rate to be offered for the next 12 months in advance of its
implementation, the prudence of these gas purchases is assumed, and the requirements for prudence audits
under Section 1220-4-7-.05 of the Tennessee Regulatory Authority’s Purchased Gas Adjustment Rule is
waived for these purchases. In addition, because the Company is required to commit to an annual price
offering for all consumption in advance, the annual audit of the Company’s actual gas costs shall also be
waived for the applicable rate schedules, subject to any verification over the accuracy of end-user bills.
Finally, because the Company is committing to a one-year price offering, all requirements of the
Authority’s Purchased Gas Adjustment Rule shall also be waived for the affected rate schedules.

ISSUED ON: September 1, 2002 EFFECTIVE: October 1, 2002




CHATTANOOGA GAS COMPANY Exhibit A
GAS TARIFF

TRANO. 1 ORIGINAL SHEET NO. 40

EXPERIMENTAL FIXED RATE PGA RIDER

APPLICABILITY

This Rider shall apply to the Company’s Purchased Gas Adjustment Provision for the Residential General
Service (Rate Schedule R-1), Multi-Family Housing Service (Rate Schedule R-4) and Commercial and
Industrial General Service (Rate Schedule C-1) Rate Schedules. This Rider shall also supersede the
Company’s regular Purchased Gas Adjustment Rider for these rate schedules at those times when this Rider
is in effect.

EXPERIMENTAL PERIOD

This Experimental Rider is effective for a three-year period beginning October 1, 2002 and ending
September 30, 2005. This Rider may be discontinued by either the Company or the Authority upon notice
30 days prior to the annual anniversary date of October 1,

INTENT AND APPLICATION

This Rider is intended to provide for all of the gas needs for the covered rate schedules at a fixed rate PGA,
regardless of consumption or weather. A new fixed rate PGA will be implemented for a 12 month period
on October 1 of each year during the Experimental Period. By September 1 of each year during the
Experimental Period, the Company shall make a pro forma rate filing with the Authority reflecting the
current market conditions for wholesale gas prices at that point in time. Such filing shall be made in
accordance with the formula contained in the Determination of Fixed Rate. Such filing will not be a
guarantee of the Fixed Rate offered on October 1, but shall be indicative of the general market conditions at
September 1. Unless the Authority acts to stop the Company from implementing this Rider by September
25, the Company will enter into agreements to lock in the price of gas for the next 12 month period
beginning October 1. If the TRA acts by September 25 to halt this Fixed Rate PGA Rider, then this Rider
will be suspended for the following 12 months, and the Company shall revert to its regular PGA pricing
mechanism.,

ISSUED ON: September 1, 2002 EFFECTIVE: October 1, 2002
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BEFORE THE TENNESSEE REGULATORY AUTHORITY

NASHVILLE, TENNESSEE

IN RE:

PETITION OF CHATTANOOGA GAS )

COMPANY FOR APPROVAL OF ) |

CHANGE IN PURCHAGED GAS ) DOCKET NO. 02-

ADJUSTMENT )

PETITION FOR APPROVAL OF CHANGE IN
PURCHASED GAS ADJUSTMENT

Q. Would you state your name and title for the record?

A. My name is Larry Buie - General Manager, Chattanooga Gas Company (“CGC” or
“Company”.

Q. Please briefly describe your educational and professional background.

A. I graduated from Mississippi State University in 1977 with a degree in Civil Engineering.
Shortly after graduation, I joined Southern Natural Gas Company, where I spent the next
24 years of my career as an Engineer, Project Engineer, Senior Engineer, and
Transmission Superintendent. In 2000, I joined Chattanooga Gas Company as General
Manager.

Q. What is the purpose of your testimony?

746786.1

The purpose of my testimony is to present an overview of the Company’s proposed Fixed
Rate PGA Tariff, and to explain how it will benefit the Company’s Residential and Small
Commercial customers. Mr. Novak will explain the technical aspects of our proposal and
how the fixed rate is to be determined. In addition, Ms. Wright will present testimony
regarding customer focus groups that she conducted in order to determine how our

customers felt about a Fiked Rate PGA.
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Please briefly describe the Company’s proposed Fixed Rate PGA Tariff,

The Company’s Fixed Rate PGA Tariff “locks in” the price of gas for the Residential and
Small Commercial customers for a one-year period regardless of consumption or
weather. In contrast, the Company’s regular PGA changes the gas rate for these same
customers on a monthly basis, and is dependent on the wholesale gas price that is
available in the spot market. While the Company’s proposed Fixed Rate PGA does not
guarantee a lower total cost to the customer over a twelve month period, it does eliminate
the price volatility that has been the source of many complaints to the Company and the
Tennessee Regulatory Authority (“TRA” or “Authority™).

Why is a Fixed Rate PGA Tariff appealing for Chattanooga’s customers?

As the Authority is aware, the wholesale gas rate can be extremely volatile. While the
Company’s base rates can change only upon the action of the Authority, the gas rate is
subject to monthly changes in the wholesale gas market. Since the Company’s last rate
case in 1998, the monthly gas rate has ranged from a low of $0.319 per hundred cubic
feet to $1.008 per hundred cubic feet last winter as shown on Exhibit LB-1.

This wholesale price volatility has been a source of contention with many of our
Residential and Small Commercial customers who depend on a stable gas rate to help
them budget their energy expenditures. Because this price volatility has such a
detrimental effect for so many of our customers, I asked our gas trading affiliate, Sequent
Energy Management, LP. (“Sequent”), to examine this problem and determine if a
solution could be crafted. The Company’s proposed Fixed Rate PGA Tariff, which was
developed by Sequent, eliminates this volatility by offering a fixed, stable rate for

wholesale gas that will not change over the next 12 months.
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I have also arranged for an independent consultant, Ms. Beverly Wright, to conduct a
series of focus groups to sample how our customers felt about a Fixed Rate PGA. The
conclusions of these focus groups confirmed my suspicions that our customers did in fact
place a value on price certainty, and that a Fixed Rate PGA mechanism was an
appropriate tool to achieve this stability.

How is the Company able to offer a fixed price for gas on a 12-month period when it
must purchase this gas at market rates?

Arrangements for fixed wholesale pricing of gas on a unit basis can be easily arranged,
and Mr. Novak, our technical witness on this matter, will speak more to the mechanics of
this process. Generally speaking though, the Company has several hedging tools
available to it where it can “lock in” or hedge a unit price today for wholesale gas to be
delivered over the next twelve months. However in offering this Fixed Rate PGA Tariff,
other assumptions must also be made which are not known, such as the individual
customer usage and weather.

Why are weather and customer usage important?

Because they are unknown variables that will affect the volume of gas consumed. For
example, if weather is colder than normal, our customers will generally consume more
gas. Likewise, when these same customers either install or change out their existing gas
appliances, it can also affect their gas usage.

When the Company hedges prices for wholesale gas purchases over a twelve-month
period, it must also decide what corresponding volume of gas to hedge.

What would happen if the Company hedges either too much gas or not enough?

746786.1
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If the Company hedges too much gas (for example, if weather turns out to be warmer
than expected) then it will have to ﬁnd a market for this gas at a price that could be either
lower or higher than the hedged price. Likewise, if the Company does not hedge enough
gas (for example, if weather turns out to be colder than expected), it will be forced to g0
back into the market and purchase additional supplies of gas at a price that may be either
higher or lower than the hedged price in order to satisfy the demand for gas from our
customers.

Because the Company is assuming this risk regarding the correct volume of gas to hedge,
we have included a Risk Premium variable in F ixed Rate PGA Tariff formula. The Risk
Premium component of the Fixed Rate PGA Tariff formula will be explained more fully
by our technical witness.

Did the Company take bids from other suppliers for the Fixed Rate PGA Tariff
price offering?

No. However, we do not foreclose the possibility of accepting bids for this service in the
future. At this time, we are only asking the Authority to approve the process for
determining a fixed rate. As stated on the Company’s proposed tariff, the actual fixed
rate (whether calculated by the Company or received from outside bids) will not take
place until October.

Also, the Company wants to take every effort to make this experimental filing successful.
Handing this filing over to an outside, qualified bidder at this time would not necessarily
ensure that the successful bidder will take a long-term view to work with the proposed
tariff and overcome any obstacles that are unforeseen at this time. In addition, because

the Fixed Rate PGA Tariff is being offered at this time by the Company, instead of an
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outside vender, the TRA Staff will be able to have complete audit rights around each
phase of this experimental tariff in order to gauge its success.

If the Company does not take bids for this service, how is the Authority to
determine whether the fixed price being offered is fair?

As explained more fully by Mr. Novak, nearly every component of the Fixed Rate PGA
refers to market indexes that can be independently verified and confirmed by the TRA
Staff when the Company makes its pro forma filing on September 1.

Did the Company consider offering this service as an option to its regular tariff
rather than applying it to all existing customers?

Yes, we did. Our examination revealed that the cost of changing our computer billing
system to manage those customers who chose a fixed rate and others that chose to
remain on a variable rate would be prohibitive. In addition, we also found that it would
require an extensive customer education campaign as well as additional training and
staffing in our call center. Despite all of these costly changes, there was no way to know
for certain exactly how many customers would elect this service. Because of these
reasons, we abandoned this approach in favor of the Fixed Rate PGA Tariff that we are
presenting to the Authority today.

Is this Fixed Rate PGA Tariff being offered to your Industrial customers?

No. Thc Company’s Industrial customers (Rate Schedules I-1, L-1, T-1 and T-2) already
have options available to let them hedge gas on an individual basis if they so desire.

Do you have any other comments?

Yes. I would urge the Authority to approve the Company’s proposed tariff, In the pro

forma analysis contained in Exhibit WHN-2, the proposed tariff produced a gas rate that
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is approximately 40%? less than the peak rate charged to our customers last winter. In
addition, it removes price volatility for the customer, and eases the auditing requirements
for the Authority Staff.

Q. Does this complete your testimony?

Yes, it does.

' (1.0080 - :6092)/1.0080 = 39.56 % as shown on Exhibits LB-1 and WHN-2.
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VERIFICATION

I, Larry Buie, declare under penalty of perjury that I am authorized
by Chattanooga Gas Company to testify on its behalf, that I have caused the
foregoing written testimony to be prepared on my behalf, that I have read the
foregoing testimony and that the statements contained therein are true and

correct to the best of my knowledge, information and belief.

4L

rry Buk_ ¢
General/Manager
Chattghooga Gas Company
) .

COUNTY OF HAMILTON) | .

Sworn to and subscribed before me this gé day of%/f&//

i 755

Notary Public { o
Comm1s<a1on |

Explres %L/ @W

1

STATE OF TENNESSEE )

2002.
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CHATTANOOGA GAS COMPANY

Firm
PGA
Year Month ($/ccE)
1996 July 0.3687
August: 0.3900
September 0.3746
October 0.3351
November 0.3392
December 0.3523
1997 January 0.4228
February 0.5234
Maxch 0.4584
April 0.3630
May ' 0.3630
June 0.4145
July 0.4470
August 0.4470
September 0.4534
October 0.4534
November 0.4534
December 0.4936
1998 January 0.4936
February 0.4936
March 0.3531
April 0.3531
May 0.3531
June 0.3531
July 0.3190
August 0.3190
September 0.3190
October 0.3629
November 0.3525
December 0.3525
1999 January 0.3525
February 0.3525
March 0.3525
April 0.3525
May 0.3423
June 0.3423
July 0.3676
August 0.3676
September 0.4164
October 0.4418
November 0.4551
December 0.4928

Firm
PGA

Year Month ($/ccf)
2000 January 0.4928
February 0.4369
March 0.4369
April 0.4769

May 0.4769
June 0.4860
July 0.5862
August 0.5862
September 0.5484
October 0.5484
November 0.6888
December 0.7814
2001 January 0.7814
February 1.0080
March 0.8000
April 0.6671

May 0.6467
June 0.6220
July 0.5330
August 0.4987
September 0.5082
October 0.5082
November 0.5082
December 0.4861
2002 January 0.4861
February 0.4861
March 0.4192
April 0.6110

Exhibit LB-1



EXHIBIT C

745476.4



10

11

12

13

14

15

BEFORE THE TENNESSEE REGULATORY AUTHORITY
NASHVILLE, TENNESSEE

IN RE:

PETITION OF CHATTANOOGA GAS
COMPANY FOR APPROVAL OF
CHANGE IN PURCHASED GAS
ADJUSTMENT

DOCKET NO. 02-

N e N N’

PETITION FOR APPROVAL OF CHANGE IN

PURCHASED GAS ADJUSTMENT

746787.1

Please state your name and give your business address.

My name is William H. Novak, and my business address is 1219 Caroline Street, Atlanta,
Georgia 30307.

By whom are you employed, and in what capacity?

I am the Vice President of Regulatory Compliance for Sequent Energy Management, LP
(“Sequent”). Sequent is a wholesale gas trading and optimization company with offices
in Atlanta, Georgia and Houston, Texas. Sequent is a subsidiary of AGL Resources, and
an affiliate of Chattanooga Gas Company (“CGC” or “Company™).

Please describe your education, background and business experience,

I have both a Bachelors degree in Business Administration with a major in Accounting,
and a Masters degree in Business Administration with a major in Economics from Middle
Tennessee State University. 1 have served as the vice-chairman on the National
Association of Regulatory Utility Commissioner’s (“NARUC”) Subcommittee on Gas.
In addition, I am both licensed to practice as a Certified Public Accountant in Tennessee,

and a member of the American Institute of Certified Public Accountants.
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My work experience has centered around regulated utilities for over twenty years. Before
coming to Georgia in 1999, I was Chief of the Energy and Water Division of the
Temmessee Regulatory Authority (“TRA” or “Authority””) where I had either presented
testimony or advised the Authority on a host of regulatory issues for approximately 18
years. In 1999, I accepted a position with AGL Resources as Director of Rates &
Regulatory Analysis, which involved the supervision over the performance of the
company’s regulated utility operations as well as proposing rate adjustments to achieve
this performance. In 2001, I was named to my current position with Sequent, where I am
responsible for all aspects of the Company’s regulatory requirements.

What is the purpose of your testimony?

I was asked by CGC to assist them with this filing and I am presenting this testimony on
their behalf. The purpose of my testimony is to describe the components of the
Experimental Fixed Rate PGA Tariff proposed by CGC, and how these components are
calculated.

Please explain the Fixed Rate PGA formula contained in Exhibit WHN-1.

The Fixed Rate PGA formula is designed to work in somewhat similar fashion to the
Authority’s existing PGA rule with the forecasted costs and volumes producing a gas rate
to be charged to CGC’s customers. However, unlike the Company’s existing PGA Rider,
the proposed Fixed Rate PGA Rider contains a risk premium (RP) to compensate for the
risks assumed by the Company that could not be separately identified in making this tariff
available.

The Fixed Rate PGA Tariff formula proposed by the Company reads as follows:

746787.1
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2 10,x0y)+C 1+ D8Iy + 50, )% S, J+[D+C,1+L

Ni=Nyp, Ni-Ny

> )

Ni=Npp

+PIR + RP

The first part of the formula aggregates the projected monthly commodity, storage
demand and lost and unaccounted-for gas costs in the numerator, and then divides this
projected annual cost by the annual projected sales volumes in the denominator. This
produces the weighted average expected rate that the Company anticipates it will be able
to deliver fo its customers. The second part of the formula adds in the projected interstate
pipeline transportation rate. Finally, the third part of the formula adds in a Risk
Premium. Iwill now discuss each of these components separately.

Please explain the projected commodity cost component of the formula.

The projected commodity cost in the formula is designated as follows:

Z[(ONXQN)+C1]

N l“N 12
In this piece of the equation, the variable Oy represents the future rate at which gas can be

purchased at the Henry Hub, which is the standard on New York Mercantile Exchange
for natural gas futures, in a particular month. The variable QOw represents the projected
volume of wellhead gas that the Company expects to purchase in a particular month
under normal weather conditions. These projected wellhead purchases are contained in
Exhibit WHN-2, of the Company’s filing, and are derived from an analysis of previous
volumes consumed by the company’s residential and commercial customers under
normal weather conditions. To find the expected annual commodity cost under normal

weather conditions, the monthly projected wellhead purchases are multiplied by the
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monthly NYMEX future price at the Henry Hub for each month of the year that the Fixed
Rate PGA Tariff will be in effect, and the totals for each month are summed.

As stated above, the projected gas purchases for residential and commercial customers
(represented by the variable Qy) are based on normal weather conditions. Because the
residential and commercial sales volumes are so heavily dependent on weather
conditions, I have included a financial “collar” around them, designated by the variable
Cj, in order to hedge these volumes for the difference between normal and actual
weather.

Please explain how this collar works.

If weather during the year can be accurately predicted, then estimating the residential and
commercial gas usage can be done with a very high degree of reliability. We have
calculated CGC’s monthly sales volumes for the residential and commercial classes
assuming normal weather conditions that are based on average weather for the past thirty
(30) years. However, these normal weather conditions rarely occur. A range of possible
gas usage can also be obtained through an analysis of warm and cold winter periods that
have occurred over this same thirty year period, and then applying these weather
conditions to the expected usage per customer. We have performed this analysis, which

produced the following results:

Projected Residential and Percentage Deviation
Scenario Commercial Purchases from Normal
Warm Winter 717Dt 21.3%
Normal Winter 9.11 Dt 0.0%
Cold Winter 11.0 Dt 20.7%
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Because weather represents such a large unknown variable for gas utilities that cannot be
accurately predicted, we have used a collar to deal with the unknown difference between
the actual and normal weather conditions.

The collar is a financial instrument, representing a series of monthly Puts and Calls, that
can be purchased from various gas brokers. A Put represents the right to sell gas at a
specified price at a future point in time. Conversely, a Call represents the right to
purchase gas at a specified price at a future point in time. By purchasing a series of Puts
for the difference between the Warm and Normal Winter Scenarios and another series of
Calls for the difference between the Cold and Normal Winter Scenarios, we have the
ability to hedge or “lock-in” the price for all gas purchased. The C, variable in the
Commodity Cost component of the Fixed Rate PGA formula represents the cost of
securing the price (referred to as a collar) in order to lock in the range of gas volumes that
can be consumed by Chattanooga’s residential and commercial customers, and is shown
on Exhibit WHN-2.

Please explain the projected storage cost component of the formula.

The projected storage cost in the formula is designated as follows:

Z[(S[N ':“SQN)XSN]

Ni=Nyy
In this piece of the equation, the variable STy represents the inventory value of the gas in

storage in a particular month, and SQy represents the total volume of gas in storage in a
particular month. When Sly is divided by SQy, it produces a weighted average cost of
gas (WACOG) in storage for that particular month. This weighted average cost of gas in
storage is then multiplied by Sy, which represents the projected deliveries from storage
for that same month to give the total cost for gas delivered from storage for a particular
month. Summing the monthly projected storage costs for each month of the twelve

746787.1



10
11
12
13
14
15
16
17
18
19
20
21
22

23

months that the Fixed Rate PGA Tariff will be in effect gives the expected annual storage
cost as shown on Exhibit WHN-2,
Please explain the projected demand cost component of the formula.

The projected demand cost in the formula is designated as follows:

[D+C,]
The projected demand cost allocated to residential and commercial customers is

designated by the variable D in the formula. This is the same annual demand cost that the
company includes in its existing PGA, and covers the capacity costs to bring gas to
Chattanooga. The variable C; represents the cost of obtaining a financial collar to guard
against the effects of weather on the recovery of demand cost. These two variables are
then combined to produce the total projected annual demand cost as shown on Exhibit
WHN-2.

Hasn’t the Company already considered the cost of a financial collar in the
calculation of the projected commodity cost? If so, doesn’t including the collar here
a second time allow double recovery of this cost?

No. The cost of a financial collar is included in the projected annual commodity cost as
discussed above, in order to hedge the risks of weather on the amount of gas that must be
purchased. A similar but separate financial collar is included here in order to hedge the
risks of weather on demand costs. Demand cost represents a fixed contractual obligation
that the Company has with its interstate pipelines. While the total annual demand
contract costé are known, the projected sales volumes over which they will be recovered
are not. If weather is colder than normal, then more gas will likely have been sold, and

the Company will over-recover its demand cost. Likewise, if weather is warmer than

normal, less gas will have been sold, and the Company will under-recover its demand
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cost. Under the current PGA rule, any over or under collected costs are trued-up
annually. However, there is no such true-up mechanism under the Company’s proposed
Fixed Rate PGA. Adding the financial collar (C,) weather variable to the demand cost
assures the TRA that the Company will only recover its actual contractual demand cost.
Please explain the projected Lost and Unaccounted-For Gas component of the
formula,

The projected lost and Unaccounted-For Gas component is designated by the variable L
in the Fixed Rate PGA formula. This is the same cost that is inherent in the Company’s
existing PGA mechanism. Lost and Unaccounted-For gas represents the differences
between gas that is brought into the Company’s distribution system and gas that is
metered at the customers’ premises. These differences can occur for a variety of reasons,
but are primarily due to main and service line leaks and gas theft. Because we are
offering a guaranteed price per unit for gas to each customer’s meter, it is important to
include the cost for lost and unaccounted-for gas in the Fixed Rate PGA formula as
shown on Exhibit WHN-2.

Please explain the projected sales volume component in the formula.

The projected sales volume is designated by the variable ¥ in the formula, and represents
the Company’s projected annual sales to the residential and small commercial customers
during normal weather conditions and is calculated on Exhibit WHN-2.

Please explain the projected Pipeline Transportation Rate component in the
formula.

The projected Pipeline Transportation Rate is designated by the variable P7R in the

formula, and represents the transportation rate projected to be approved by the Federal
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Energy Regulatory Commission (“FERC”). The Pipeline Transportation Rate is designed
to cover the cost for interstate pipelines to move gas from the wellhead to Chattanooga.v
The Pipeline Transportation Rate is also already included in the Company’s existing PGA
Rider approved by the Authority.

Please explain the Risk Premium component in the formula.

The Risk Premium is designated by the variable RP in the formula, and represents the
cost fdr risks that are assumed by the Company in offering a Fixed Rate PGA that cannot
be practically identified on a separate basis.

What are the risks that will be assumed by the Company?

There are several risk burdens that are currently recovered automatically through the
PGA process that will now be transferred to the Company’s affiliate in order to make the
Fixed Rate PGA feasible. Many of these risks are difficult to quantify as a separate
component of the Fixed Rate PGA, since their magnitude and probability of occurrence
are unknown.

For example, one aspect of the current PGA mechanism is that a certain amount of
demand costs are assigned to firm industrial customers on the I-1 and T~2.tariffs, with the
remainder of these capacity costs allocated to the Residential and Commercial customers.
An example of this allocation from our latest PGA filing is provided on Exhibit WHN-3.
If a firm industrial customer leaves the Chattanooga distribution system for any reason or
converts to an interruptible rate schedule, then their demand cost is automatically
allocated back to the residential and commercial customers under the current PGA rule.

However, under the Fixed Rate PGA, there is no mechanism to adjust residential and
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commercial rates for any change in Industrial demand, and the Company’s affiliate will
remain at risk for any reduction in firm industrial capacity.

Another example of risk‘ can be found in fhe interstate transportation, storage and
capacity rates approved by the Federal Energy Regulatory Commission (“FERC™).
Under the current PGA rule, if these rates are changed by the FERC, then the new cost is
passed through to the Company’s customers and the costs recovered. However, under the
Fixed Rate PGA, there will be no cost recovery for any change in these rates, and the
Company’s affiliate will again remain at risk for these changes.

There are other risks involved beyond these two examples. All of these risks generally
involve removing the Company’s ability to automatically pass through any’change in
their gas costs to their customers as allowed under the current PGA rule. While the
probability of these risks materializing is relatively low when compared with the |
identified components in the Fixed Rate PGA formula, their effect can be substantial.
Because of this it is very difficult to quantify the Risk Premium component of the Fixed
Rate PGA.

How did the Company determine the rate for the Risk Premium?

The Company internally considered the risks described above for this tariff that it feels it
will be required to absorb over the plan year. After considering several methods for
determining this risk, we are proposing to use the utility’s authorized £ate of return of
9.08% and applying it to all other costs identified in the Fixed Rate PGA. When this rate
is applied to the Fixed Rate PGA, it produces a current Risk Premium of approximately
$0.05 per Ccf as shown on Exhibit WHN-2. This Risk Premium is also substantially less

than the $0.12 per Cef that the Company proposed in its original filing last year.
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What is the alternative for the Authority if it disagrees with the Risk Premium
required by the Company?

The pro forma Risk Premium rate required by the Company for the upcoming plan year
will be filed on September 1* of each year to be effective on October 1. If the Authority
disagrees with the Risk Premium required by the Company, or any other element of the
Company’s Fixed Rate PGA calculation, the tariff is structured to allow for suspension
until the next plan year as shown on Exhibit WHN-1.

Many of the variables in the fixed rate formula include projections on wellhead
purchases, storage injections, storage withdrawals, and sales volumes. How are
these projections made?

After adjusting for weather and taking customer growth into account, the usage for the
residential and small commercial class has proven to be fairly predictable. While weather
is the single largest risk that the Company has to absorb in offering this tariff as described
above, we have produced a consolidated analysis for our projection of wellhead gas
purchases, storage injections, storage withdrawals, and sales volumes that takes a
projection of normal weather into account. The projection of these volumes has been
included in our filing on Exhibit WHN-2.

How and when will the commodity price be determined?

Between September 25 and October 1%, the Company will enter the market and acquire
the volumes listed in Exhibit WHN-2, barring any force majuere situation (tornado,
hurricane, explosion or other natural or mechanical disaster) occurring in the gulf or other
production areas. Once the volumes have been acquired, we will calculate the final fixed

price and provide it to the Authority along with the commodity prices that were obtained
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for October 2002 through September 2003. We will also provide the Authority with a
copy of the supplier’s confirmation sheet for the wellhead gas purchased. This
confirmation will indicate the volumes that were fixed at a specific price per month.

How can the Authority determine that the future commodity price contract is
indicative of the current market rate?

The gas market is very volatile and changes by the minute. An attractive brice at 10:00
AM may be an unattractive price at 11:00 AM. On a daily basis, various publications
provide data on the range of gas commodity trades that occur on the New York
Mercantile Exchange on a particular day. These ranges provide the lowest and highest
price paid for gas commodity for a future month. Gas Daily is one such publication,
which reports the daily high and low prices for natural gas trades at the Henry Hub for
the proceeding 36 months. The price for volumes procured by the Company for the
period October 2002 through September 2003 should be between the low and the high for
tﬁe day that the trade occurred, and can be confirmed by the TRA’s Staff,

Will fixing prices guarantee that customers will pay the lowest possible cost for the
next 12 months?

No. Fixing the price for natural gas provides the customer with a known price for service

over the next 12 month period. It does not guarantee the lowest cost.

Djoes this conclude your testimony?

Yes, it does.

746787.1
11



VM&I‘M
I, William H, Novak, declare under penalty of perjury that I am
authorized by Sequent Energy Management, LP to testify on its behalf, that I have
caused the foregoing written testimony to be prepared on my behalf, that I have
read the foregoing testimony and that the statements contained therein are true

and correet to the best of my knowledge, information and belief.

William H. No;ak T

Vice President of
Regulatory Compliance
Sequent Energy Management, LP

STATE OF GEORGIA ) ,
COUNTY OF (\LU \ ﬂwQH" :

Sworn to and subscribed before me this y < dayof /470’24 ’é , 2002.

f’hﬁ/ﬁ //w/éé&/

Notary Public
My Commission Expirés:

Wiy R
My Commission Expicas Nar, 13, 2008
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CHATTANOOGA GAS COMPANY Exhibit WHN-1
GAS TARIFF

TRANO. 1 ORIGINAL SHEET NO. 40

EXPERIMENTAL FIXED RATE PGA RIDER

APPLICABILITY

This Rider shall apply to the Company’s Purchased Gas Adjustment Provision for the Residential General
Service (Rate Schedule R-1), Multi-Family Housing Service (Rate Schedule R-4) and Commercial and
Industrial General Service (Rate Schedule C-1) Rate Schedules. This Rider shall also supersede the
Company’s regular Purchased Gas Adjustment Rider for these rate schedules at those times when this Rider
is in effect.

EXPERIMENTAL PERIOD

This Experimental Rider is effective for a three-year period beginning October 1, 2002 and ending
September 30, 2005. This Rider may be discontinued by either the Company or the Authority upon notice
30 days prior to the annual anniversary date of October 1.

INTENT AND APPLICATION

This Rider is intended to provide for all of the gas needs for the covered rate schedules at a fixed rate PGA,
regardless of consumption or weather. A new fixed rate PGA will be implemented for a 12 month period
on October 1 of each year during the Experimental Period. By September 1 of each year during the
Experimental Period, the Company shall make a proforma rate filing with the Authority reflecting the
current market conditions for wholesale gas prices at that point in time. Such filing shall be made in
accordance with the formula contained in the Determination of Fixed Rate. Such filing will not be a
guarantee of the Fixed Rate offered on October 1, but shall be indicative of the general market conditions at
September 1. Unless the Authority acts to stop the Company from implementing this Rider by September
25, the Company will enter into agreements to lock in the price of gas for the next 12 month period
beginning October 1. If the TRA acts by September 25 to halt this Fixed Rate PGA Rider, then this Rider
will be suspended for the following 12 months, and the Company shall revert to its regular PGA pricing
mechanism. :

ISSUED ON: September 1, 2002 EFFECTIVE: October 1, 2002



CHATTANOOGA GAS COMPANY : Exhibit WHN-1
GAS TARIFF

TRANO. 1 ORIGINAL SHEET NO. 41

EXPERIMENTAL FIXED RATE PGA RIDER (Continued)

DETERMINATION OF FIXED RATE

The fixed rate PGA offered under this service shall be set in accordance with the following formula;

200\ )+ C1+ Y [(STy + S0, )% S, [+[D+C,]+ L

M Al +PTR + RP’
>.)
Ni—Nyy
Where
N = Month of Fixed PGA Rate.
(8] = Gas Daily NYMEX Future Rate at the Henry Hub.

C, = Projected cost of financial collar between normal and actual volumes purchased.
Q = Projected gas wellhead purchases, excluding industrial usage.
SI = Projected cost of gas in storage inventory.

Projected volume of gas in storage inventory.

Projected gas deliveries from storage inventory, excluding industrial usage.
Projected annual pipeline demand charges, excluding industrial demand.
Projected cost of financial collar between normal and actual volumes sold.
Projected annual cost of Lost and Unaccounted-for gas.

Projected sales volumes, excluding industrial usage.

Projected pipeline transportation rate.

Risk Premijum.

] ww
a;<}t"‘gb &
owowon

WAIVER OF PRUDENCE AUDITS, ACA AUDITS, AND PGA REQUIREMENTS

Because the Authority has notice of the fixed gas rate to be offered for the next 12 months in advance of its
implementation, the prudence of these gas purchases is assumed, and the requirements for prudence audits
under Section 1220-4-7-.05 of the Tennessee Regulatory Authority’s Purchased Gas Adjustment Rule is
waived for these purchases. In addition, because the Company is required to commit to an annual price
offering for all consumption in advance, the annual audit of the Company’s actual gas costs shall also be
waived for the applicable rate schedules, subject to any verification over the accuracy of end-user bills.
Finally, because the company is committing to a one-year price offering, all requirements of the
Authority’s Purchased Gas Adjustment Rule shall also be waived for the affected rate schedules.

ISSUED ON: September 1, 2002 _ EFFECTIVE: October 1, 2002




Chattanooga Gas Company
Pro Forma Fixed Rate PGA Calculation

Line

No.

10

11

12

Commodity Cost Component
Storage Cost Component
Demand Cost Component
Lost & Unaccounted-For Gas Cost Component
Total Gas Cost
Projected Sales Volumes (Dkt)
Gas Cost Rate per Dkt
Pipeline Transportation Rate per Dkt
Delivered Cost per Dkt
Delivered Cost per Ccf
Risk Premium per Ccf

Fixed Rate PGA per Ccf

NOTE: Pro forma results based on market conditions at March 1, 2002.

A/
B/
C/
D/

F/
G/
H/

Exhibit WHN-2, Page 2.

Exhibit WHN-2, Page 3.

Exhibit WHN-2, Page 4.

Exhibit WHN-2, Page 5.

Exhibit WHN-2, Page 6.

Weighted Average of Pipline Rates for E. TN/TN and Southern Natural Gas
Average BTU rate of 3.0%.

Approved overall rate of return is 9.08%.

Exhibit WHN-2
Page 1 of 6

Amount

$24,891,557 A/

9,451,400 B/

11,982,620 C/

1,241,242 D/

$47,566,820

8,769,033 E/

$5.4244
0.0600 F/
$5.4844‘
0.5649 G/
0.0513 H/

$0.6162



Chattanooga Gas Company

Pro Forma Fixed Rate PGA Calculation
Commodity Cost Component Calculation

Line

No.
1

2

10

11

12

13

14

15

October, 2002

November

December

January, 2003

February

March

April

May

June

July

August

September
Total
Weather Collar

Total Commodity Cost

NOTE: Pro forma results based on market conditions at March 1, 2002.

A/ Exhibit WHN-2, Page 6.
B/ Source: Company Worksheets
C/ Source: Company Worksheets

Exhibit WHN-2
Page 2 of 6
Projected Projected Projected
Wellhead Wellhead Wellhead
Supply (Dkt) A/ Rate Cost

314,147 $2.807 $881,811
665,139 3.062 2,036,656
1,211,874 3.317 4,019,786
1,447,010 3.427 4,958,903
877,337 3.362 2,949,607
760,889 3.252 2,474,411
384,739 3.102 1,193,460
246,557 3.107 766,053
238,603 3.154 752,554
246,557 3.194 787,503
246,557 3.234 797,365
238,603 3.233 771,403
6,878,012 $22,389,512

$2,502,045 C/

$24,891,557
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Chattanooga Gas Company Exhibit WHN-2
Pro Forma Fixed Rate PGA Calculation Page 4 of 6
Demand Cost Component Calculation '

Projected
Line Demand
No. Cost A
1 October, 2002 $936,885
2 November 936,885
3 December 936,885
4 January, 2003 936,885
5 February 936,885
6 March 936,885
7 April 936,885
8 May 936,885
9 June , 936,885
10 July ' ‘ 936,885
11 August . 936,885
12 September 936,885
13 Total $11,242,620
14 Weather Collar 740,000 B/
15 Total Commodity Cost $11,982,620

NOTE: Pro forma results based on market conditions at March 1, 2002.

A/ Source: Company Worksheets
B/ Source: Company Worksheets
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Would you state your name for the record?

My name is Beverly Wright.

Please briefly desci*ibe your educational and professional background.

I have a bachelor’s degree in Decision Sciences, a Master of Science degree in Analytical
Methods and I am a candidate for a PhD in Marketing Research, all from Georgia State
University. I have 8 years of utility experience including 7 years working for AGL
Resources and its affiliates in areas including Rates and Marketing Research and 1 year
working for Southern Company in the area of Marketing Research. My regulatory
experience ended in 1994 when I moved to the marketing research and analysis arena.
My experiences in marketing research have ‘allowed me to view and conduct focus
groups in support of various business decisions. I taught Decision Sciences and
Management classes for 2 years at Berry College and Géorgia State University. My
teaching experiences have allowed me to educate others on the focus group technique for
business problem solving and decision-making. I am a full-time PhD candidate and I

currently consult on a part-time basis. My pursuit of a PhD in marketing requires that I
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study a plethora of market research techniques and étrategies for obtaining consumer
attitudes and opinions.

What is the purpose of your testimony?

I was requested by Chattanooga Gas Company (“CGC” or “Company”) to perform a
series of customer focus groups for the purpose of obtaining attitudes of Residential and
Small Commercial customers towards the Company adopting an annual fixed-rate
purchased gas adjustment factor. The purpose of my testimony is to present to the
Tennessee Regulatory Authority (“TRA” or “Authority”) details of the analysis
performed by myself in conducting the three focus groups requested by the Company. I
will also present my resulting conclusions to the Authority from these focus groups.
Please describe the nature and purpose of a focus group.

As published by the American Marketing Association, a focus group is a form of
qualitative research and a means of obtaining opinions related to a specific topic. Focus

groups should be conducted in a free-flowing, loosely structured manner using a focus

'group moderator, usually external to the organization sponsoring the focus groups.

Groups typically consist of eight to twelve people with some common characteristic.
One of the most common reasons for focus group research includes testing new concepts.
Focus group research should not be used to determine specific percentages and exact

measurements of opinions. (Holly Edmunds, www.marketingpower.com, 2001)

Why is a focus group necessary in this filing?
Collecting customer opinions of the proposed adoption of an annual fixed-rate purchased
gas adjustment factor is a critical step to understand the potential impact of such a change

to customers. The Company would like to have the ability to address any specific
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concerns discovered from the focus group sessions prior to proposing an annual fixed rate
purchased gas adjustment factor. It is common to conduct multiple focus group sessions
per Company objective. For this study’s purposes, two Residential and one Commercial
focus group sessions were conducted.

Did the Company give you a list of which customers you should choose from for
your focus group selection?

No. The Company did not give me a list of customers I should choose for the study. As
previously stated, I am an independent consultant external to the Company. I conducted
the focus groups to solicit unbiased customer opinions. For these reasons, I informed
Company representatives prior to the study’s inception that I would have responsibility of
the selection of customers for the study, and selection would be done using a proper,
commonly accepted, random selection technique. T insisted that the Company provide
me with the entire database of current CGC customers so that I may apply the appropriate
random selection technique. Company representatives did not contribute to the selection
of study participants.

How did you determine which customers to contact for participation in your focus
group?

The Company provided me with an electronic file including every current customer of
CGC. The file included customer contact information and rate code for each customer. I
separated the file, using customér files labeled rate code 101 (Residential Service) as the
potential list of Residential focus group participants and customer files labeled rate code
311 (Commercial and Industrial General Service) as the vpotential list of Commercial

focus group participants. 1 generated a list of 300 random numbers, using Excel’s
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random number generator function, for the Residential pool of customer files and a list of
100 random numbers for the Commercial pool of customer files. The corresponding
customer file numbers were matched with the random numbers. These were the customer
files chosen for the list of 300 ﬁotential Residential participants and 100 potential
Commercial participants. The quantities of 300 and 100 were chosen to account for
anticipated customer response for participation in a focus group session. More
specifically, I will outline the mathematics involved in choosing the pool size for
Residential and Commercial customer files. It is common practice to recruit 15
Residential consumers per focus group session in order to ultimately obtain about ten
participants. Furthermore, it is common to expect to contact between four and ten
customers for every one customer who will agree to participate in the study. Since two
Residential groups were conducted for the study, 30 Residential customers needed to be
recruited (15 per focus group session). I used the conservative assumption that one in ten
customers would agree to participate. Therefore, a pool size of 300 was required for
Residential recruitment purposes. A similar method was used for the Commercial
customer group; however, Commercial customers were anticipated to be more likely to
agree to participate than Residential customers. A Commercial pool of 100 customer
files was used to recruit the commercial customers necessary for participation in the
focus group session. The resulting customer lists were used to contact customers and
request their participation in a focus group session. The customers contacted were
offered an incentive for their participation, as is customary with focus group research.,
Customers recruited were informed that CGC was conducting a study “regarding their

gas bills”. The recruitment efforts screened for customers who have responsibility for
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paying and budgeting their natural gas bill. There were no other screening procedures
used; therefore, customers of any age, ethnic background, consumption pattern or other
characteristic were potential participants for the study. There were a total of 31 final
participants for the three focus groups sessions. The minimum requirement of eight
participants per focus group session was ekceeded for each of the three groups.

Are the results and conclusions of this focus group necessarily representative of the
Company’s customer body as a whole?

No. The nature of a focus group and the quantities of customers involved typically do
not provide the ability to project the results through statistical inference to a larger
population. However, a written survey instrument was provided to the group participants
following an explanation of the current and proposed billing procedures but prior to
discussion of customer opinions to the proposal. Although not necessarily statistically
valid, the results from this questionnaire are reported in numerical format to represent the
opinions of the group in Exhibit BW-1.

How were these particular focus groups conducted?

These groups were conducted at a professional focus group facility located in
Chattanooga on Gunbarrel Road on January 25, 2002. I moderated the discussion of all

focus groups. Main topics covered in the focus group sessions included the following:

D Introduction and explanation of why customers were contacted
2) Examination of bill handling procedures

3) Discussion and list generation of bill content recall

4) Awareness, perceived meaning and opinions of regulation

5) Explanation of current billing procedures

746788.1
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6) Explanation of proposed billing methodology

7 Written survey instrument distributed

8) Discussion of opinions of the proposal

Customers generated discussions for each of thesé topic areas and raised several

questions about the details of the PGA.

Have you prepared a report of your findings?

Yes. Ihave prepared a report of my findings. The report appears as Exhibit BW-1. T am

also submitting video recordings from the focus group sessions as presented in Exhibits

BW-2a, BW-2b and BW—Zq.

What conclusions have you drawn from these focus groups?

I have drawn the following conclusions from the focus groups:

1) Customers from the groups would probably not notice a change of the proposed
nature in their natural gas bills.

2) The majority of customers from the study (about 2/3) are either indifferent or in

favor of the proposal.
3) Providing information addressing customer concerns regarding assignment of risk

and potential losses has an important role in the development of customer opinion
of the proposal. There was a noticeable shift away from customer opinions
against the proposal when this information was included in the proposal.

4) Customers from the study have a sense of very low control over what they are
charged and how they are charged for their natural gas.

Does this complete your testimony?

Yes, it does.

746788.1




YERIFICATION

I, Beverly Wright, declare under penalty of perjury that I that I have
caused the foregoing written testimony to be prepared on my behalf that [ have
read the foregoing testimony and that the statements contained therein are true

and correct to the best of my knowledge, information and belief,

Beveily Wright

Consultant

STATE OF GEORGIA )

S )
COUNTY OF _CHERGREE ) ﬂ

. 3 LM ‘..\ \
Sworn to and subscribed before me this [} (r",'* day of _ Jan s L2002
/ %/C/w/ gas 7’/111/
h Notary Public

My Commission Expires:

Notary Public, (‘haroxse County, Genrgia
My Commiaaion Expifes ‘August 3, 2405
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